The primary purpose of this teaching case is to aid students in understanding how executive compensation plans are utilized to achieve organizational goals and to then construct their own executive compensation plan for the CEO 
INTRODUCTION
aria Sanchez, the Chair of Green Leaf's board of directors, hung up the phone. It had been a long week and she had just received frustrating news. Jack Lawrence, the CEO of Green Leaf had just called to inform her that he had been approached by the board chairman of one of Green Leaf's competitors in the grocery business asking if he would be interested in joining their company as CEO. Jack knew it was a small world and that this news might reach Maria or other board members and he wanted her to know that he had not initiated this contact. Jack was a talented, aggressive executive in the grocery industry and it was not surprising that he was getting attention from rivals. But Maria also suspected that there was some political gamesmanship involved here as Jack and the board of directors at Green Leaf had been working on the parameters of a new compensation plan for the CEO.
As Maria drove home that night she reflected on Jack's contribution to Green Leaf. He had been brought in as CEO following the then CEO's untimely death in 2005. Back then, as an ambitious, regional vice president for Target, he had sold the board on his vision for Green Leaf and his desire to grow the chain. Some had believed that he was too young and lacked the experience necessary, but he had proved them wrong. During his time as CEO Jack had grown the number of stores from 62 to 118 via natural growth and an acquisition of a competitor. Today Green Leaf was poised to go public with an IPO scheduled in the next year and a long-term goal of acquiring a chain of existing stores in the Southeast that would provide Green Leaf with market coverage from New Hampshire to Florida.
Maria knew the key to executing all of this rested on retaining Jack as CEO. She knew that the compensation committee of the board needed to develop an offer that was competitive with the external market, that was aligned with several strategic objectives of the firm, and that would keep Jack in place for at least the next 5 years. She also knew there would be pushback on the announcement of what she anticipated would be a rather large compensation package. When Jack was hired in 2005 there had been resentment by some employees because of the large differential Dr. Jones always liked Maria and enjoyed hearing from her. "Maria, I would love to help, but I'm just too busy right now; however, I know just the perfect group of students who can assist you. Send me what information you can and I will get them working on this project."
Maria hung up the phone at the end of the conversation and a smile spread across her face. She relaxed for the first time in days. She knew the students would offer a creative solution to her problem.
Company History
Green Leaf Grocery opened in 1956 and was a small, family-owned grocery store in Roanoke, Virginia. The founder, Thomas Campbell, ran a small, neighborhood store that offered general merchandise. His eldest son, Fredrick "Fred" Campbell reoriented the business during the mid-70s into more of a health food store and began selling more organic products. Fred opened new stores and by 1985 there were 16 stores. In 1989 Green Leaf acquired a chain of health food / grocery stores and the total number of stores grew to 45. Despite Fred's best effort to manage this growing business, the company struggled during this time. He quickly realized that he did not have the management structure in place to guide that large of an organization. Fred brought in more experienced mid-level managers and continued his growth strategy. By the year 2000, Green Leaf had 62 stores in the Mid-Atlantic region and a smattering of stores in the Mid-West.
In 2004, Fred died unexpectedly of a heart attack. Given that Green Leaf was still a privately held family business the board of advisors looked for a family member to assume the leadership position, but no one in the family thought they were prepared at their stage of life to take on those responsibilities. So the board conducted a search for an external candidate and selected Jack Lawrence. Jack saw that the company was struggling and quickly closed 9 of the worst performing stores and sold off 14 stores that were in the Mid-West and didn't seem to be a good fit with the company's core business in the mid-Atlantic region. Once the ship was righted, he began an expansion with new stores in nearby markets that allowed the company to better leverage their marketing dollars and focus on quality operations. Later, in 2009, he acquired 49 new stores with the acquisition of Sunbeam Groceries in the North East. Sunbeam was rebranded Green Leaf Groceries and along with new store openings the company's total stores rose to 118 by 2014.
Due to the company's recent growth and desire to acquire more competitors, the board of directors had decided to pursue an initial public offering (IPO). The IPO was scheduled to occur in the latter half of 2016. The company intended to use its stock as a means of acquiring additional stores in the future. Last, with the company's meteoric rise, there have been some strains on the company's culture. Previously, Fred Campbell made a very low salary that was in line with the other employees. But as the CEO salary has increased and as profits have increased there has been some pushback from employees and long-term customers. "They see us as selling out to corporate greed and turning our back on culture we had under Fred's leadership", said John Fleming, vice president of human resources and a 30 year employee. "They see us as becoming just another large, cold, corporate entity that is only focused on profit maximization." In 2009 there had been a push by some employees to unionize, but Jack and the board had done a masterful job of communicating with all the employees why that would not be in Green Leaf's best interest and why it was not in their best interest. "Jack did a great job then, but he had a lot of credibility with the workforce because his salary was still relatively low. He could truly make the claim that we
Grocery Industry
The supermarket and grocery store segment of the U.S. economy (NAICS code 44511) consists of roughly 41,076 businesses with revenues of approximately $611.9 billion. From the years 2012 to 2016 the industry enjoyed a very modest 1.0% growth in sales. This segment of the market is dominated by the Kroger Company with a 16% market share, Albertsons LLC with a 9.8% market share, and Publix Super Markets, Inc. with 5.5% market share (IBISWorld.com, 2017-a).
Another segment of the U.S. economy that is active in the grocery business is warehouse clubs and supercenters (NAICS code 45291). This sector of the economy generated revenues of $460.0 billion and enjoyed a four year annual growth rate of 2.1%. The industry consists of only 17 businesses and is dominated by Walmart Stores, Inc. with a market share of 69.8%, Costco Wholesale Corp. with 17.4% of the market, Meijer Inc. with 3.5%, Target Corporation with 2.9%, and BJ's Wholesale Club Inc. with 2.5% (IBISWorld.com, 2017-b) . Most of these supercenter concept stores have added groceries as a component of the mix of goods and services offered.
As the Kroger company recently noted in their 10-K filing with the SEC, "The operating environment for the food retailing industry continues to be characterized by intense price competition, aggressive supercenter expansion, increasing fragmentation of retail formats, entry of non-traditional competitors and market consolidation."
Organic Grocery Segment
In March of 2017 the grocery industry received a bit of a shock when Whole Foods Market (NASDAQ: WFM) announced the worst financial performance in over a decade with six consecutive quarters of declining same store sales (Dewey, 2017) . Whole Foods, the originator of the organic and fresh grocery segment 36 years earlier, also changed course on its earlier plans to triple the number of stores in the U.S. market from 470 to 1,200 and instead announced the closing of nine underperforming stores. CEO John Mackey said that the organization was losing customers to traditional big box grocers such as Kroger and would change from a growth model to a model of retaining existing customers (Craig, 2017) .
Whole Foods and similar organic grocers (e.g. Sprouts Farmers Market and Fresh Market) have witnessed eroding sales due to Kroger's Simple Truth organic brand goods which are on average 15% less than Whole Foods' prices (Peterson, 2017) . Additionally, the grocery chain Aldi offers both gluten-free items via their liveGfree brand and organic items under the Simply Nature brand (Craig, 2017) . Aldi, which currently operates in 35 states, plans to expand by opening 650 new stores in the U.S. by the end of 2018.
Then in June of 2017, the grocery industry was jolted when Amazon (NASDAQ: AMZN) agreed to purchase Whole Foods Market for $13.4 billion. The purchase of Whole Foods is seen as threat to Walmart's domination of grocery sales in the U.S. and is yet another sign that Amazon wishes to continue its dominance of online shopping (Wingfield & de la Merced, 2017) .
CEO Profile
Jack Lawrence, 56, is the current CEO of Green Leaf Grocery. Jack began his career in the grocery business by working part-time at a local Kroger during high school and college. He earned a BBA in management from Stephen F. Austin State University in 1982 and accepted a job as a store manager with Safeway in Bakersfield, California. In 1994 Jack retired from Safeway as a district manager and moved to Illinois to pursue a MBA from Northwestern. While there he met his wife Lisa and they have two children.
Upon graduating from Northwestern in 1996, Jack was hired by Target to help grow their grocery business. He left Target in 2005 to take the CEO position with Green Leaf. At the time Jack was offered a salary of $175,000 with an 1. Develop a compensation proposal for the CEO that would be competitive with offers from rival firms attempting to lure the CEO away. The compensation proposal should be a "total compensation" package in that it addresses all facets of total compensation (e.g. salary, bonuses, benefits, and perks that are consistent with someone of this stature). 2. Ensure that the company has a successful IPO and that there is continuity in top leadership for the next five years. 3. Align the interest of the CEO with the stockholders of the firm. 4. Reward the CEO for reasonable risk-taking and growth of the firm. 5. Last, the board has come under criticism from employees and die-hard customers who see the company culture moving away from its early "family firm" roots and becoming more corporate. The board is worried that there will be negative reaction to what might be perceived as an "excessive compensation plan" by some. They would like to know if you have any creative solutions that might help alleviate that criticism.
To assist you in better understanding Green Leaf Grocery, the board of directors has provided you with the company's income statement and balance sheet for the past few years. The information can be found in Table 1 -Income  Statement and Table 2 -Balance Sheet. 
